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The effectiveness of macroeconomic policy is a common concern to policy 
makers. It is generally believed that one of the purposes of the macro-control is to 
reduce the economic fluctuations, and thus to reduce the adverse effects of   
macroeconomic uncertainty to the decision of microeconomic main body. Therefore, 
to quantify the welfare losses caused by macroeconomic uncertainty, is equivalent to 
identify the boundary of welfare gains of the macro-control, which can provide 
evidential support for evaluation of policy. The theoretical model set up in this paper 
decomposes the economic uncertainty into the business-cycle fluctuations ingredients 
and the growth trend component, through estimating and comparing the welfare 
effects of business cycle fluctuations and economic growth variation respectively, to 
define welfare costs of economic fluctuations and economic growth. Then, based on 
the empirical perspective, this paper examines the impact of economic fluctuations on 
the average economic growth, and the effects of market-oriented reforms and human 
capital accumulation on the relationship between volatility and growth have been 
analyzed, which provides logical argumentation to the implementing of 
macroeconomic policies. 
Chapter 1 reviews the letarature at home and abroad in order to derive some 
inspiration of ideas and methods for this paper. Chapter 2 conducts a descriptive 
analysis of the stylized facts of the economic fluctuations and growth in China, gives 
a brief summary of the basic form of the fluctuations and growth of China's economy, 
and characterizes the structural characteristics of the economy and regional 
differences as well, which provides the realistic basis for the construction of 
theoretical model. Chapter 3 sets up the theoretical model to estimate the welfare 
costs of business cycle fluctuations and economic growth variation, and makes a 
comparative static analysis of the welfare costs. Chapter 4 discribes the calibration 














and real per capital income data(1952~2010), and analyzes the the periodical 
characteristics of the two kinds of welfare costs.  
Chapter 5 carries out theoretical analysis of the two possible mechanism 
channels that the economic fluctuations affect economic growth, namely 
market-oriented reform and human capital accumulation. Based on theoretical 
analysis, this paper firstly proposes two research hypotheses, and then sets up the 
model for empirical research by drawing on the existing empirical studies. Chapter 6 
conducts the empirical test about the research typothesis using China's provincial 
panel data from 1990 to 2009. The empirical study is designed to test the effectiveness 
of market-oriented reforms and human capital accumulation on the relationship 
between volatility and growth in China. And on this basis, the mechanism channel 
through which volatility affects growth is discussed. 
The main conclusions are as follows: In comparison, estimates of marginal 
welfare costs are roughly twice the size of total welfare costs. The welfare cost of 
China's business cycle fluctuation in 1952~1990 is obviously larger than the welfare 
cost of China’s business cycle fluctuation in 1991~2010, while the welfare cost of 
China's economic growth variation in the later stage is far much larger than the 
previous one. Overall, the marketization process acts as an important mechanism 
channel for volatility to affect growth in China. The market-oriented reforms are 
conducive to lessening the negative effect of the fluctuation on economic growth in 
China. Human capital is another mechanism channel for volatility influencing 
economic growth, for the improvement of the average years of education can help to 
weaken the negative relationship between volatility and economic growth. 
There are mainly two contributions in this study. Firstly, compared with the 
existing theoretical model of welfare costs, our model treats the consumption 
sequence as a non-stationary sequence, and thus conducts a decomposition of it, 
which is propulsion in the existing literature. Secondly, this thesis analyzes the 
relationship between volatility and economic growth, by employing a comprehensive 
measure of market-oriented reforms and its sub-indicators, and complementing the 














comprehensive way to explore the relationship and mechanism channels between 
volatility and growth. These insights and policy suggestions may be helpful for policy 
making. 
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